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AUDITORS' REPORT 


To the Shareholders of 
Telstar Resources Ltd. 


We have audited the consolidated balance sheets of Telstar Resources Ltd. as at June 30, 2001 and 2000 and 
the consolidated statements of earnings, deficit and changes in cash flows for the years then ended. These 
financial statements are the responsibility of the company's management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


rt 
. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the company as at June 30, 2001 and 2000 and the results of its operations and the changes in its 
financial position for the years then ended in accordance with Canadian generally accepted accounting 
principles. 
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TELSTAR RESOURCES LTD. 


CONSOLIDATED BALANCE SHEETS AS AT JUNE 30 


ASSETS 
CURRENT 
Cash 
Investments - Note 2 
Accounts receivable 


CAPITAL ASSETS - Note 3 
TOTAL ASSETS 


LIABILITIES 
CURRENT 
Accounts payable and accrued liabilities 
Management fees payable 
Due to related company - Note 4 
Current portion of long-term debt — Note 5 


OTHER 
Future site abandonment costs 
Long-term debt — Note 5 


SHAREHOLDERS' EQUITY 
SHARE CAPITAL - Note 6 
DEFICIT 


TOTAL LIABILITIES AND EQUITY 


APPROVED BY THE BOARD: 
Director 


Director 


2001 


$ 971 
2,555 
12,733 
16,259 


1,334,812 


$ 1,351,071 


$22,397 


7,618 
30,680 
60,695 


6,503,121 


(5,219,495) 
1,283,626 


$ 1,351,071 


2000 


$ 783 
2993 
15,264 
18,602 


1,321,429 


$ 1,340,031 


$ 8,382 
23,540 
41,387 
20,705 
94,014 


5,750 
38,006 
43,756 


6,503,121 


(5,300,860) 
1,202,261 


$ 1,340,031 
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TELSTAR RESOURCES LTD. 


CONSOLIDATED STATEMENTS OF DEFICIT 


FOR THE YEARS ENDED JUNE 30 


2001 2000 
ee a eee 
DEFICIT - Beginning of the year $ 5,300,860 $5: 27/2183 
NET (EARNINGS) LOSS FOR THE YEAR (81,365) 233677 
(ROE MASE EO Ee ee eee 
DEFICIT - End of the year $ 5,219,495 $ 5,300,860 
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TELSTAR RESOURCES LTD. 


CONSOLIDATED STATEMENTS OF EARNINGS 


FOR THE YEARS ENDED JUNE 30 


2001 2000 
REVENUE 
Oil and gas - net of crown royalties $ 184,550 $ 111,918 
Other - 25,500 
184,550 137,418 
EXPENSES 
Lease operating 29-312 85,936 
Depletion and amortization 34,288 40,807 
General and administrative 38,611 37,774 
Future site restoration costs 1,000 1,000 
103,211 165,517 
EARNINGS (LOSS) BEFORE OTHER ITEMS 81,339 (28,099) 
OTHER ITEMS 
Foreign exchange gain 26 287 
Gain on sale of capital assets - 4.135 
26 4,422 
NET EARNINGS (LOSS) FOR THE YEAR $ 81,365 $ (23,677) 
BASIC EARNINGS (LOSS) PER SHARE $ 0.005 $ (0.001) 
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TELSTAR RESOURCES LTD. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 


FOR THE YEARS ENDED JUNE 30 


2001 2000 
CASH FLOWS FROM OPERATING ACTIVITIES 
Net earnings (loss) for the year $ 81,365 $ 8235677) 
Adjustments for items not affecting cash 
Depletion and amortization 34,288 40,807 
Gain on sale of capital assets - (4,135) 
115,653 12,995 
Changes in non-cash working capital components 
Accounts receivable 2531 39,900 
Accounts payable and accrued liabilities 14,015 (6,697) 
Management fees payable (23,540) - 
Site restoration costs 1,000 1,000 
109,659 47,198 
CASH FLOWS FROM FINANCING ACTIVITIES 
Repayments to related company (33,769) (75,990) 
Repayments to related person - (25,000) 
Advances (repayments) on long-term debt (28,031) 58,711 
(61,800) (42,279) 


CASH FLOWS FROM INVESTING ACTIVITIES 
Purchase of capital assets (47,671) (14,641) 


Proceeds on disposal of capital assets - 8,000 

(47,671) (6,641) 

NET CASH INCREASE (DECREASE) DURING THE YEAR 188 (1,722) 
CASH AND CASH EQUIVALENTS - Beginning of the year 783 2,505 
CASH AND CASH EQUIVALENTS - End of the year $ 971 $ 783 
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TELSTAR RESOURCES LTD. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


FOR THE YEARS ENDED JUNE 30 


NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
a) Principles of Consolidation 


The consolidated financial statements include the accounts of the Company and its 
wholly owned subsidiary Park Lane Exploration Inc. 


Substantially all exploration, development and production activities are conducted 
through joint ventures and accordingly the accounts reflect only the Company's 
proportionate interest in such activities. 


b) Oil & Gas Operations 


The Company follows the full cost method of accounting under which all costs 
associated with the exploration for and development of oil and gas reserves are 
capitalized. Capitalized costs include lease acquisition costs, the costs of geological 
and geophysical activities, the costs of drilling both productive and non-productive 
wells and carrying charges of non-producing properties. Proceeds from the disposal 
of properties are applied as a reduction of the cost of the remaining assets, except 
when such a disposal would alter the rate of depletion and depreciation by more than 
20 per cent, in which case a gain or loss on disposal is recorded. 


Depletion on oil and gas properties and amortization on production equipment is 
calculated using the unit of production method, which is based upon gross proven 
reserve volumes. Gas volumes are converted to equivalent oil volumes based upon 
the relative sales value of each product. 


The costs of acquisition of unproved properties are initially excluded from the 
depletion calculation. These properties are assessed to determine whether an 
impairment in value has occurred. When proven reserves are assigned to the 
property, or the property is considered to have an impairment in value, the cost of the 
property or the amount of the impairment in value is added to the capitalized costs for 
the calculation of depletion. 


The corporation applies an annual ceiling test to ensure that capitalized costs do not 
exceed estimated future net revenues from production of proven reserves at year end 
market prices less future production, administrative, financing, site restoration and 
income tax costs. 


c) Other Equipment 


Other assets are recorded at cost and are depreciated on the diminishing balance basis 
at the following annual rate: 


Furniture, fixtures and equipment 20% 
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TELSTAR RESOURCES LTD. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 


FOR THE YEARS ENDED JUNE 30 


NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED 
d) Future Removal and Site Restoration 


Estimated future site restoration and removal costs, net of salvage values, are 
provided for using the straight-line method. Costs are estimated by the corporation 
based on current regulations, costs, technology and industry standards. The annual 
charge is accounted for as an expense and the accumulated provision is accrued as a 
liability. Actual site restoration costs are deducted from the accumulated provision in 
the year incurred. 


e) Income Taxes 


The asset and liability method is used for determining income taxes. Temporary 
differences arising from the difference between the tax basis of an asset or liability 
and its carrying amount on the balance sheet are used to calculate future income tax 
liabilities or assets. Future income tax liabilities or assets are calculated using tax 
rates anticipated to apply to the periods that the temporary differences are expected to 
reverse. 


f) Foreign Currency Translation 


Current assets and current liabilities are translated from United States to Canadian 
dollars at the year end exchange rate. Other assets and liabilities are translated at 
historical rates. Revenues and expense items are translated using average rates of 
exchange prevailing throughout the year, except for depreciation and depletion, 
which are translated at historical rates. 


g) Measurement Uncertainty “4 


The amount recorded for depletion and depreciation of the oil and gas properties and 
for site restoration are based on estimates of reserves and future costs. The ceiling 

. test is based on estimates of proven reserves, production rates, product prices, 
production costs and other assumptions. By their nature, these estimates are subject 
to measurement uncertainty and the impact on the financial statements of changes in 
such estimates in future period could be material. 


NOTE 2 INVESTMENTS 


Investments include marketable securities and are recorded at cost. Market value of the 
investments at the year-end was $3,023 (2000 - $2,426). 
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TELSTAR RESOURCES LTD. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 


NOTE 3 


Petroleum and natural gas 
properties including 
exploration and 


FOR THE YEARS ENDED JUNE 30 


CAPITAL ASSETS 


Cost 


2001 


Accumulated 


Depletion 
and 


Depreciation 


development costs $ 2,119,568 $ 891,698 
Production equipment 147,025 42,666 
Other equipment PIP HP Wok 19,634 

$2,288,810 $_953,998 
NOTE 4 DUE TO RELATED COMPANY 


NOTE 5 


NOTE 6 


Net Book 
Value 


$ 1,227,870 


104,359 


2,583 


$1,334,812 


2000 


Net Book 
Value 


$ 1,214,817 


103,289 


3323 


$1,321,429 


The amount due to parent company, 240689 Alberta Ltd., is unsecured, non-interest bearing 


and without fixed terms of repayment. 


LONG-TERM DEBT 


Loan bearing interest at prime plus 2%, is repayable in 
monthly installments of $3,000 blended principal and 


interest and is due July 1, 2002. The loan is unsecured. 


Less: Current portion 


SHARE CAPITAL 


Authorized: 
Unlimited number of common shares 


Issued: 
17,900,014 shares 


Escrow Shares 


2001 


$ 30,680 


30,680 


2001 


$ 6,503,121 


2000 


3S: o8s7 14 


20,705 
$_38,006 


2000 


At June 30, 2001, 1,477,000 of the issued shares were held in escrow by the Alberta 
Securities Commission. These shares will be released as the Commission determines that the 


underlying asset value is equal to $3.50 per share. 


TAYLOR & ASSOCIATES 
Chartered Accountants 


TELSTAR RESOURCES LTD. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 


FOR THE YEARS ENDED JUNE 30 


NOTE? RELATED PARTY TRANSACTIONS 


During the year no management fees were charged to the parent Company, 240689 Alberta 
Ltd. (2000 - $25,500). 


NOTE 8 FINANCIAL INSTRUMENTS 
a) Fair Value 


The company’s financial instruments consist of cash, investments, accounts 
receivable, accounts payable, accrued liabilities, due to parent company and long- 
term debt. 


Fair value estimates are made at a specific point in time, are subjective in nature and 
involve uncertainties and matters of significant judgement. Changes in assumptions 
could significantly affect these estimates. 


b) Credit Risk 


Concentrations of credit risk on trade accounts receivable are with customers in the 
petroleum and natural gas industry which are located in North America. The 
company’s maximum credit risk exposure is limited to the fair value of its accounts 
receivable. 


: Cc) Interest Rate Risk 


The company is exposed to interest rate cash flow risk to the extent that the long-term 
debt is at a floating rate of interest. 


NOTE 9 INCOME TAXES 


As at June 30, 2001, the company has exploration and development costs and undepreciated 
capital costs available for deduction against future taxable income of approximately 
$2,024,000 (2000 - $1,969,000). In addition, at June 30, 2001, the company has losses 
carried forward for income tax purposes of approximately $37,800 (2000 - $99,500). These 
losses are available for deduction against future years’ taxable income and will begin to expire 4 
in 2004. The provision for income tax differs from the result which would be obtained by 
applying the combined Canadian Federal and Provincial income tax rate of approximately 

43% to the loss. The difference results from the following items: 


2001 2000 

Computed expected income tax recovery $ 34,900 $ (10,400) 
Increase (decrease) in taxes resulting from: 

Non-deductible crown charges 23,640 7,650 © 
Loss of subsidiary . 360 200 
Resource deductions in excess of depreciation and amortization (16,500) 7,350 
Resource allowance (16,000) (1,150) 
Benefit of unrecognized losses applied (26,400) (3,650) 
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